Attachment C: Glossary

Conflicts of Interest occur in situations where parties in a transaction have multiple interests or
relationships that could possibly corrupt the motivation to act. The presence of a conflict of
interest indicates the potential for divided loyalty and does not automatically indicate wrong
doing.

Costs means fees and expenses of professionals and service providers and other similar fees and
expenses, whether or not payable at the time the debt is incurred. “Costs” also means recurring
and nonrecurring fees and expenses during the life of the debt.

Debt means indebtedness lawfully issued, executed or assumed by a public entity. Debt is
created when a public entity agrees to pay over time to someone else, in exchange for receiving
an upfront payment or loan or for acquiring an asset. “Security” refers both to debt that can be
transferred or delivered to another party, as well to property or assets pledged as collateral for a
debt. Common instruments or evidence of debt are:

Bonds are debt instruments issued for a period of one year or longer, usually for
permanent financing.

Notes are debt instruments issued for a short period of time, often for interim financing.
Notes may be rolled to bonds. Examples are Capital Outlay Notes, Tax and Revenue
Anticipation Notes, Bond Anticipation Notes, and Grant Anticipation Notes.

Capital leases or a lease purchase are written agreements allowing the use of property
in exchange for payment of funds.

Loans are debt agreements usually with a financial institution such as a local bank or an
organized loan program such as the Tennessee Municipal Bond Fund or the State
Revolving Loan Program. Loans are also internal loans between funds within the entity
or seller financed loans.

Debt service means a series of payments including interest (the amount or fee earned or paid for
use of money or credit, calculated on the amount of principal) and principal (the amount of
money borrowed or credit provided) required on a debt over time. The rate of interest can be
variable or fixed.

Schedule means the plan listing the amount and when debt service will be paid.

Backloading refers to delaying repayment of principal until the end of the financing
term. A standard or default structure for debt service is level debt service payments,
similar to a standard home mortgage. Backloading should be considered only when



beneficial to the overall amortization of debt, upon the occurrence of natural disasters, or
when project revenues are not available during the early years of a project.

Maximum total level of debt means the maximum principal amount of debt a public
entity will have outstanding at any time, usually for each type of debt issued.

Federal compliance issues means the ongoing responsibilities of a public entity after issuing
debt. If the debt is sold as being “federally tax-exempt,” then the entity will have to comply with
federal tax law. If the debt is a “security” for federal securities laws, then the public entity is
subject to anti-fraud provisions and possibly is subject to continuing disclosure obligations.

Finance transaction means both debt obligations and derivatives. A derivative is a financial
product deriving value from a separate security. This term refers to many different products.
“Derivative” includes an Interest Rate Agreement as defined in Tennessee Code Annotated
Section 9-22-103 and other transactions as identified by the State Funding Board.

Guidelines means the document adopted by the Tennessee State Funding Board providing
statutorily required guidance on Interest Rate and Forward Purchase Agreements. The current
version became effective November 1, 2009. The Guidelines are available on the internet at
http://tn.gov/comptroller/If/pdf/SFB%20Guidelines%2010-9%20Final.pdf

Professionals means individuals or firms advising or offering to provide professional services to
a public entity with respect to a finance transaction. Examples of professionals are:

Advisor means an individual or firm with a deep knowledge in a specific area, engaged
in the business of advising others. It can include a Financial, Swap, or Program
Administrator.

Counsel means a legal advisor or attorney, whether an individual or a firm, representing
a client. It can include Bond, Disclosure, Issuer, Swap, Tax, or Underwriters Counsel.

Counterparty means the other party or participant in an agreement or contract; usually it
refers to the other party in an Interest Rate (or swap) Agreement.

Lender means an individual or firm who loans a borrower money.

Paying Agent means an individual or firm that transfers the periodic interest and
principal payments from the public entity to the investors.

Registrar means the individual or firm responsible for maintaining a record or list of
owners or investors in debt (sometimes referred to as holders of the debt).

Remarketing Agent means the firm responsible for reselling to new investors debt
instruments that have been “tendered” for purchase by their holders. The remarketing


http://tn.gov/comptroller/lf/pdf/SFB%20Guidelines%2010-9%20Final.pdf

agent is also usually responsible for resetting the interest rate for variable rate debt
instruments.

Underwriter means the firm that buys new debt for reselling to the public for a profit.
The underwriter may acquire the debt either through negotiation or by award on the basis
of competitive bidding.

Verification Agent usually means a certified public accountant or other independent
third party that determines that the cash flow from investments purchased with proceeds
of a refunding debt issue, along with other money, will be sufficient to pay the refunded
bonds.

Public Entity is a governmental organization or unit that has a legal existence and is authorized
to borrow money or enter into debt. It includes the State, state agencies, local governments, local
government instrumentalities, and any other authority, board, district, instrumentality, or entity
created by the State, a state agency, local government, a local government instrumentality, or any
combination of the above. It does not include legal entities without debt authority, such as a
county school board; however, a special school district with debt authority is included.

Governing Body means the group of individuals with the authority to make decisions for
a public entity, often referred to as the “legislative body.” Governing bodies are subject
to the Tennessee Open Meetings Law (requiring public notice and recording of minutes).
Members are the individuals serving on the governing body.

Conduit Entity means a governmental entity or agency that borrows money to lend to
another entity, and not to finance a project for itself. Examples of conduit issuers are
health and education boards, economic development boards, and public building
authorities.

Risk refers to the uncertainty (downside) involved in a debt transaction, including investment,
business, credit, market, liquidity, operations, tax, and basis risks.

State Agency Loan Program refers to programs offered by the state or state agencies, such as
the State Revolving Loan Program offered by the Tennessee Local Development Authority or

the Qualified School Construction Bond program offered by the Tennessee State School Bond
Authority.

State Funding Board means the state entity whose members are the Governor, the
Commissioner of Finance and Administration, the Comptroller, the State Treasurer, and the
Secretary of State. The State Funding Board is created by Tennessee Code Annotated Section 9-
9-101.



